CONFIDENTIAL 


This document contains highly confidential information 

RELATING TO THE BUSINESS AND AFFAIRS OF COMMODORE INTERNATIONAL 

Limited and its subsidiaries/ including information relating to 

TECHNOLOGY/ METHODS OF MANUFACTURE/ PRODUCT LINES/ MARKETING 
STRATEGIES/ EXISTING AND POTENTIAL CUSTOMERS AND CAPITAL 
REQUIREMENTS, It IS UNDERSTOOD THAT EACH RECIPIENT OF THIS 
DOCUMENT SHALL HOLD THE INFORMATION CONTAINED HEREIN IN THE 
STRICTEST CONFIDENCE AND NOT DISCLOSE ANY PORTION THEREOF TO ANY 
THIRD PARTY (EXCEPT TO THE EXTENT THAT ANY SUCH INFORMATION IS 
CURRENTLY DISCLOSED IN'PUBLISHED LITERATURE OR GENERALLY AVAILABLE 
TO THE INDUSTRY), 
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PRODUCT STRATEGY 


O INDUSTRY OVERVIEW 

o TECHNICAL DESIGN PARAMETERS 

OBJECTIVE 

Defend and grow current > 
position. 


Establish Amiga in consumer and 
business markets. 


Maximize profit potential from 
current line. 


STRATEGY 

Phase out C-128; upgrade C-64; 
introduce new consumer and 
business Amiga models. 


Replace A1000 with home unit (B 52) 
in mass distribution; and business 
unit (A2500) in specialty. 


Accelerate product cost reduction 
to improve margins; improve 
peripheral penetration. Manage 
PC10/20 business for margin, not 
volume/share. 


Establish product and 
software migration path. 


Software portability, contiguous 
pricing; overlapping distribution. 



CIL PRODUCT STRATEGY 


I. INDUSTRY OVERVIEW 

The microcomputer industry has been characterized by the rapid 
evolution of technology and the introduction of incompatible 
products, between manufacturers, and within a given manufacturer's 
product line. Apple, for example, has introduced and phased out the 
Apple III, Lisa, and the 128K Macintosh; Commodore has done the same 
with the VIC 20 and C-16/Plus 4; IBM has phased out the PCjr. In 
1983 there were at least 11 incompatible operating systems in the 
home computer market in the U.S. Only three of these can be 
considered industry standards, with at least two million or more 
users — MSDOS, AppleDOS, and C-64 Basic. 

Despite the turmoil in the marketplace, and a 1985 worldwide 
unit decline in Commodore's primary market, home computers, demand 
for microcomputers, including demand for home computers, constitutes 
a very substantial market — over $3.3 billion in the U.S. home 
market alone. Indeed ,\although for planning purposes Commodore 
continues to use projections that show that the worldwide home 
computer market will remain flat in 1986, most industry research 
firms have recently raised their 1986 projections in the face of 
stronger than anticipated sales, year to date. In Commodore's own 
case for example, the January bank presentation projected unit 
volumes for the first six calendar months of 624K, while actual 
volumes year to date (includes June quarter forecast) are 793K. 
Recent independent research pointing to a relative saturation of the 
demographic pool for high end home computers, tends to reinforce 
Commodore's positioning as the dominant force in the largest 
remaining growth market (see Appendix I). 


II. CIL ASSESSMENT 


Commodore is the leading mass market producer of computers in 
terms of installed base, price point, company and product image, and 
distribution. CIL's product strategies are intended to undergird 
this market position, while opening up opportunities in contiguous 
market sectors, such as education and small business. 

However, the industry shakeout of vendors, products and 
distribution channels has led to a constantly evolving product and 
(re)positioning strategy on the part of all the major players. 
Commodore's product strategy is obviously shaped by this rapidly 
changing market environment as well as by the company's strengths 
and weaknesses. Current corporate strengths and weaknesses are: 
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A. Strengths 

1. Strong brand name recognition 

2. Very positive price/value product image 

3. Large installed user base/home market leadership 

4. U.S. mass channel dominance 

5. Balanced global market presence, especially strong in 
Europe 

6. Current technology options are in-house/Amiga is "state 
of art" 

B. Weaknesses 


1. Currently dependent on aging product (C-64) for bulk of 
revenues 

2. Amiga not yet established as successful product 

3. Manufacturing cost of C-128, Amiga and PC clones too 
high 

4. Too many incompatible products in line 


III. STRATEGY 

A. Technical Design Parameters 


1. Technology should be pushed to its broadest use/lowest 
cost base, rather than highest performance. Since 
CIL's strengths are those of the consumer mass market, 
the primary focus of product development is to 
incorporate leading edge technology in a way that 
maximally benefits consumers (rather than businesses), 
and at the lowest possible cost. Cost reduction 
programs are therefore always an integral and ongoing 
part of all product development. Secondary focus is to 
reach or open new markets. 

2. All products are developed to be: 

* Easy to use. Critical because of Commodore’s primary 
consumer focus. In particular use of icons, windows, 
pull down menus, dialog boxes, mice, etc., are to 
become standard on all proprietary CPU products. 

* Expandable. Entry level products minimally 
expandable to 512K, plus serial and parallel ports; 
higher end machines minimally expandable to 1MB plus 
expansion ports. 

* Modular/integrated. Pricepoint pressures and 
consumer value perceptions require that all entry level 
consumer products be available in a stripped down, 
basic version to which modular additions can be made, 
e.g. drive, mouse, modem, monitor, printer, RAM 
expansion, etc. A second CPU SKU that offers 
compatible functionality but in an integrated, 
optimized footprint, better featured, higher priced 
version offers a higher margin product option for the 
company. 
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♦Software Portable. In the consumer market, where no 
single operating system has achieved overwhelming 
domination, and where all the major vendors offer two 
or more incompatible computers, lack of software and 
data portability is a major stumbling block to keeping 
consumers within a given vendor’s product family. 
Commodore's product strategy is targeted to provide 
users>3over the course of the next year, with selective 
application, file and data portability, between the 
three operating systems in its product families; C64 
Basic/GEOS, AmigaDOS, and MSDOS. 


B. Product Objectives and Strategies 

Objective I. Defend and grow current position, which is price/value 
leadership, home market and mass distribution dominance, limited 
business presence. 

Challenge; C-64/128 perceived as based on aging technology; 
confusion in marketplace about usefulness and Commodore commitment 
to 128 mode software and CP/M capability; C-128 cost and pricing 
marginally competitive; C-64/128 product line plateaued at 1.8MM 
level with C-64 unit volume declining 10% on a rolling 12 month 
basis over last 6 quarters. Amiga 1000 priced above mass consumer 
market. 

Strategy; Phase out C-128; focus on C-64 enhancement (offering 
equal performance to C-128) to halt and potentially reverse volume 
decline; introduce low cost Amiga, and more powerful Amiga for 
business. For consumer market have two tightly focused product 
lines - C-64 and consumer Amiga - available in modular and 
integrated product versions, with range of enhancement options, and 
(limited) software portability. Expand business presence, using 
PC 10/20 as transitional products to Amiga business PC. 

Upgrade C-64C by recasing, bundling GEOS applications, offering 
range of high margin expansion peripherals such as mouse, 512K RAM 
expander, 3 1/2" drive, and modem (in addition to monitors and 
printers). 

Phaseout C-128 in North America after current inventory (by year 
end) and replace in early 1987 by introduction of C-64D with 
built-in 3 1/2" drive, enhanced GEOS applications, numeric keypad, 
mouse, and optionally, bundled 512K RAM Expander. In Europe monitor 
closely regarding best timing (related to margin) for phaseout of 
C-128/128D and replacement with C-64D. 

Drive Third Party software developers to support GEOS operating 
system and applications, away from 128 mode and CP/M. Provide 
80-column cartridge for C-64 as transitional product to placate 
developers re 128 software investment, and ensure orderly product 
phaseout. Ensure Berkeley Softworks ports enhanced GEOS 
applications to Amiga by Spring 1987, enabling C-64/128 users to 
access all their existing GEOS application files and data from 
within the same application on any Amiga family machine. 
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Position C-64C as best value computer and wordprocessor on market, 
especially for family/students, stressing competitive features (512K 
expandability, icon interface, Macwrite/paint comparison, etc.)* 


Objective II. Ensure Amiga technology plays its pivotal role as the 
foundation of Commodore's mid and long term growth by establishing 
Amiga product viability in both consumer and business markets. 

Challenge. Unanimously acknowledged competitive advantage that 
Amiga technology provides Commodore is not translating into 
sales/revenue advantage because product as currently configured is 
not right for market, i.e. competitive technology is locked in 
non-competitive product. Amiga 1000 currently positioned in black 
hole between consumer and business software. Product cost 
and price too high. No brand name business software. Marginal low 
end (retail) computer store distribution. Current IBM software 
emulator and hardware sidecar inadequate or too costly. High-in 
place R & D costs, vendor commitments and Amiga inventory overhang 
causing expedient actions. 

Strategy. Sell off existing Amiga 1000 inventory by year end 1986, 
including broadening of existing distribution channel. Replace 
A1000 with two compatible products, one targeted at home users 
(codename B-52), and one at business users (codename A2500) (See 
Appendix II.) Both B-52 and A2500 are in advanced R & D, and 
awaiting decisions regarding tooling, choice of internal/subcontract 
manufacturing site, FCC approval, and CIL fiscal constraints; could 
be introduced to the market by year end 1986. 

The B-52 is aimed at home users, through mass distribution, at a 
target retail of approximately $600 for CPU plus drive (same as 
current C128 plus drive). Unit offers integrated keyboard, 512K 
expandable to 1MB, standalone drive, mouse and standard Amiga 
expansion ports. The product will be positioned on price/value as 
the ultimate consumer computer, stressing color/graphics, animation, 
speech/music, ease of use, raw computing power, with a software 
bridge to the C-64 family and hardware bridge to the MSDOS world. 

The bulk of Amiga software available to date projected for the near 
term will be ideal for this market. Late summer availability of 
video and music peripherals like the Genlock, Color Digitizer and 
MIDI will allow the A1000 and B-52 to tap into the rapidly growing 
video hobbyist and synthesized music markets. The intent behind 
B-52 is to enable Commodore to maintain its dominant hold, over 
time, of the consumer market by migrating existing C-64/128 users 
and distribution to the Amiga product family. 

A2500 , shown in prototype at Atlanta Comdex, is targeted at the 
business market, especially for graphics intensive vertical 
applications. Offering internal expansion and hard disk options, as 
well as full PC/AT compatibility through Commodore brand board 
products, it will be sold through computer stores/VARS, at a 
targeted retail of $1500. The machine will be positioned on 
price/value as the ultimate Personal Computer, capable of fully 
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integrating all MSDOS applications under AmigaDOS (run as a 
simultaneous task) while still offering the much acclaimed power, 
expandability, specialized video/graphic attributes, and 
multitasking capabilities of the current A1000. Marketing focus and 
vertical market seeding will be concentrated initially in the 
video/graphic area, with a secondary focus on desktop color 
publishing. 

Advanced Amiga R & D projects include 68020/68881 coprocessors, 

1024 X 800 four color screen resolution, 640 X 400 non-interlaced 
resolution, etc. Most of these features and capabilities will be 
initially introduced as board level options for the A2500, with 
targeted availability by year end. 

For both consumer and business Amiga products, CIL continues 
actively pursuing OEM, private labeling and licensing agreements, to 
fortify both the company's and the products’ positions in the 
marketplace. 


Objective III. Maximize profit potential from current line. 

Challenge. Competitive pricing especially against C-128 and PC10/20, 
high manufacturing costs of same, and limited Commodore capture of 
peripherals aftermarket across all CPU products. 

Strategy. Accelerate product cost reduction programs (and overall 
cost of sales reduction). Phase out of C-128. Leverage C-64 
installed base, mass distribution, and bundling promotions to achieve 
greater peripheral penetration for consumer products. (see 
Appendix III) . Adopt a margin intensive, volume and share 
insensitive approach to PC 10/20 business relying on Commodore name 
and distribution to delay competitive impact. Do not launch PC in 
U.S. given competitive price pressures from Asian sourced clones and 
declining margins; possibly introduce on private label or exclusive 
distributor basis. Establish date (mid 1988?) to be out of PC as a 
standalone product in Europe, and migrate distribution and users to 
business Amiga (A2500) offering PC and PCAT compatibility as board 
level options. 


Objective IV. Establish migration path between C-64/GEOS and 
AmigaDOS product lines, and between AmigaDOS and MSDOS product 
lines. 


Challenge. Incompatible software, large pricing differentials, 
computer store vs. mass merchant distribution. 

Strategy. Provide software portability, contiguous pricing, and 
overlapping distribution. Offer secondary migration path for 
AmigaDOS users to MSDOS product families. 
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APPENDIX I 


DEMOGRAPHICS: Household Income 

Demographics presented in this section are from the base survey, and therefore represent ALL 
computer owning households, including those who have purchased computers during or before 
1982. Demographics for model specific computer owning households are included In Section II 

Figure 1.3: 

PC Household Income Distribution 



Total U.SHH Modem Low Medium High Single Mltpl HH HHW/O 

PCHH PCHH W/Child Child 


■ Under $25,000 B $25K-$49,999 B $50K or More 


SourceJ he 
Yankee Group 
January 1986 

In terms of household income, computer owning households fad into the upper to middle income 
range of U.S households. Percentages indicate that household penetration according to census 
figures indicates that roughly 21% of households fading in the middle range ($25k-49k) income 
bracket have already purchased a computer. Likewise among higher income ($50k+) income 
households, 65% already own a computer, indicating -despfte multiple computer purchasing- that 
the consumer market for high-end high cost computers may have reached fts peak, and will rapidly 
become a replacement market for new technology, while at the same time the low-end of the 
inoome spectrum (46 million households) represents the major area of growth. 















































APPENDIX II 


B52 and A2500 Amiga Product Specifications 


B 52 


A 2500 


Microprocessor 68000 

ROM 256K 

Base RAM 5I2K 

Expansion RAM Internal 1 MB 

External 8 MB 

Expansion Slots 1 * 


Mass Storage (Internal) lx3.5"DD (880K) 

(Optional) 


68010 
256K 
512K 
8 MB 

7 (Optionally configured 
as: 5 Amiga 
4 PC 
2 AT 

1x3.5" (880K) 

2nd Slot for option of 
1x3.5" (880K) 

1x5.25" (360K) 

1x3.5" HD (20 MB) 

1x5,25"HD (20/40/80MB) 


(External) lx3.5"DD (880K) 


1x3.5" DD 
1x5.25" DD 


Standard Interfaces 


Parallel 

YES 

Serial 

YES 

RGB 

YES 

RF 

YES 

Stereo/Audio 

YES 

MIDI 

YES 

Ext. Drive 

YES 


YES 

YES 

YES 

YES 

YES 

YES 

YES 


Screen Resolutions 


Standard A1000 mode YES 

1024 x 800 ** NO 

640 x 400 Non-Interlaced ** NO 


YES 

YES 

YES 


.* Supports RAM Expander, H Disk, Expansion Box, Cartridge Software 

a* 

** 1 Q 1987 Introduction 



B 52 


A 2500 


^tional Coprocessors 


8088 (PC Processor) 
80286 (PC AT Processor) 
8087 (Math) 

68020 (Processor) 

68881 (Math) 

MMU 


Features 

Multitasking 

MSDOS under Amiga Windows *** 
File Exchange MSDOS/AmigaE&S 
UNIX V 


YES 

(w/Sidecar) 

YES 

YES 

(w/Sidecar) 

YES 

YES 

(w/Sidecar) 

YES 

YES 

(w/Sidecar) 

YES 

YES 

(w/Sidecar) 

YES 

NO 


YES 


YES 


YES 

YES 

(w/Sidecar 

YES 

YES 

(w/Sidecar) 

YES 

NO 


YES 


v 


*** 


MSDOS compatibility and performance level is equivalent to PC10 



APPENDIX III 


PERIPHERAL 

PENETRATION: 

UNIT SALES 

AS A % OF CPU’S SOLD 


1984 

1985 

1986 (Projected) 

C64 Products 

Drive* 

53% 

63% 

53% 

Monitor 

13 

29 

11 

Printer 

23 

25 

7 

C128 Products 

Drive* 

% 

V 

55% 

88% 

Monitor 

- 

15 

40 

Printer 

_ 

1 

28 


COMPETITIVE COMPARISON WITH INSTALLED BASES 
Yearend '85 Installed Base 



C-64 

Apple II 

IBMPC (Home) 

Drive 

63% 

100% 

100% 

Monitor 

49% 

99% 

100% 

Printer 

43% 

67% 

96% 

* Excludes 

bundled 

products and 128D from CPU 

sales for 


calculating drive penetrations. 



APPENDIX IV 


SOFTWARE PORTABILITY AND PRODUCT MIGRATION 



5/22/86 






Introduction 


Today, we have four major points we would like to cover in 

RESPONSE TO OUR DISCUSSIONS LAST WEEK-END, 

First, Clive Smith is prepared to discuss at length with you 
Commodore's product strategy, He will define each product line's 

CURRENT AND FUTURE ROLE AND PROVIDE DEMONSTRATIONS ON THE NEW 
SKIN C-64 WITH GEOS SOFTWARE AND THE AMIGA, 


Secondly, I will cover with you Commodore's past and current 

ACTIONS TAKEN TO DETERMINE THE AVAILABILITY OF EXTERNAL FINANCING 
IN DEBT AND EQUITY MARKETS AS WELL AS POTENTIAL EQUITY OR 
ACQUISITION INTEREST FROM OUTSIDE BUSINESS ENTITIES, 


Third, I win cover actions taken by Commodore to effect 

COST CONTROL MEASURES IN THE COMPANY, I ALSO PLAN TO PROVIDE A 
BRIEF DISCUSSION ON RECENT II,S, HEADCOUNT REDUCTIONS AND 
OPPORTUNITIES FOR FURTHER COST REDUCTIONS ANTICIPATED IN THE 
MANUFACTURING AND PURCHASING AREAS, 


Finally, Kaye Scholer (Joe Fenedetti?) will present to you 
Commodore's position on the request for collateralization of 
Commodore's assets, 


I MIGHT ADD THAT A NUMBER OF REQUESTS WERE MADE FOR 
INFORMATION AT THE BANK MEETING IN WEST CHESTER THIS PAST 
Tuesday, At the end of the books just distributed to you is a 


L 1ST OF THE ITEMS YOU REQUESTED AND EVERY EFFORT IS BEING MADE TO 




PROVIDE THE INFORMATION YOU REQUIRE BY THE BEGINNING OF JUNE, To 
THE EXTENT PIECES BECOME AVAIIABIE BEFORE THAT TIME/ AN ATTEMPT 
FOR ORDERLY DISTRIBUTION OF THE DATA WILL BE MADE. 

I WOULD NOW TURN THE FLOOR OVER TO Cl IVE SMITH SO THAT WE CAN 


BEGIN THE DISCUSSION ON PRODUCT STRATEGY. 
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CAPITAL ALTERNATIVES 

Debt and Equity Markets 


The second major area of concern I win address 
today is Commodore's past and ongoing efforts directed 

AT DEFINING THE AVAILABILITY OF OUTSIDE CAPITAL / 
INCLUDING FINANCING IN THE DEBT OR EQUITY MARKETS AS 
WELL AS POTENTIAL MERGER, JOINT VENTURE OR ASSET SALE 
OPPORTUNITIES, 

First addressing the debt and equity markets, you 

WILL RECALL THAT COMMODORE INITIALLY CONSIDERED A PUBLIC 
ISSUE FEASIBLE IN MJD"1986, ASSUMING THAT THE ORIGINAL 
BANK PLAN PROFITABILITY LEVELS HAD BEEN ACHIEVED, 

IN THE ABSENCE OF THAT PERFORMANCE, HOWEVER, 

Dillon Read now believes that a public issue would 

REQUIRE PROF I TAB II ITY RESTORED FOR ONE OP TWO QUARTERS 
TO PROVIDE CREDIBILITY THAT COMMODORE HAD SUCCESSFUL LY 
IMPLEMENTED A TURNAROUND, FURTHERMORE, THE COMPANY 
MUST ARTICULATE A CREDIBLE PRODUCT STRATEGY, 
SUBSTANTIATED BY THE TREND IN SALES OF ITS EXISTING 
PRODUCT LINE, AS ASSURANCE OF COMMODORE'S LONG-TERM 
VIABIl ITY. 

Under these conditions, Dillon Read advises that 
$50~$100 MILLION OF HIGH YIELD DEBT COULD BE RAISED IN 
late 1986. Assuming current market conditions, an 

OFFERING MAY REQUIRE AN EQUITY FEATURE, SUCH AS THAT 
OFFERED BY A SENIOR CONVERTIBLE DEBT ISSUE, 



Al TERNATIVEl Y/ DllLON READ ADVISES THAT $20~$60 

Mil LION COUl D BE RAISED IN NEW EQUITY CAPITAL BY 

YEAR-END 1986/ AGAIN ASSUMING RESTORED PROFITABILITY, 

The LEVEL OF FUNDS TO BE RAISED IS DEFINED AS 10%“15% 

OF THE OUTSTANDING EQUITY AT AN ASSUMED PRICE RANGE OF 

$7“$12 PER SHARE, IMPORTANTLY/ A SUCCESSFUL EQUITY 

OFFERING WOULD REQUIRE INCREASED INSTITUTIONAL INTEREST 

OF THE STOCK IN THE NEXT TWO QUARTERS, THIS WOULD 

NECESSITATE ANALYST MEETINGS IN THE NEAR FUTURE 

DESCRIBING CURRENT AND PLANNED FINANCIAL STATUS/ COST 

* 

CONTAINMENT MEASURES/ PRODUCT STRATEGY AND PRODUCT 
DEMONSTRATIONS, 



Discreet approach necessitates following actions, 

- Alternative Valuation Scenarios 

- Identification of Potential Buyers 

- Preparation of Offering Memorandum 

- Monthi y Status Reports 
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CAPITAL ALTERNATIVFS 


CAPITAL ALTERNATIVES 
MERGER POTENTIAL 


Regarding actions taken by Commodore to ascertain the 

POTENTIAL FOR RAISING CAPITAL THROUGH A MERGER OR JOINT 

venture, Commodore retained Salomon Brothers in mid-1985 to 

SEEK ONE OR MORE BUSINESS ENTITIES THAT MIGHT BE INTERESTED IN 
EITHER INFUSING CAPITAL OR ACQUIRING COMMODORE AND ITS 

TECHNOLOGY, At THAT POINT IN TIME, COMMODORE WAS EXPERIENCING 
A PRECIPITOUS DECLINE IN ITS BASE MARKET AND PROFITABILITY 
WHILE, AT THE SAME TI>IE, LAUNCHING THE Cl?8, THE PC AND THE 
Amiga, Not surprisingly, within that confluence of events, no 

PARTIES SERIOUSLY PURSUED DISCUSSIONS WITH THE COMPANY, 

In early 1986, Salomon Brothers retention was terminated by 
Commodore and Dillon Read's retention expanded to include 
merger or joint venture advisory SERVICES, Dn the basis that 
THE WORST OF THE INDUSTRY AND COMPANY TURMOIL HAD OCCURRED 
AND A TURNAROUND WAS FORTHCOMING, SELECT PARTIES WERE 
CONTACTED AND INDICATED SOME INITIAL INTEREST. No PARTY, 

HOWEVER, DESIRED TO GO FORWARD UNTIL COMMODORE'S ABILITY TO 

OPERATE PROFITABLY HAD BEEN DEMONSTRATED, 

IN THE WAKE OF NUMEROUS APPROACHES TO THE MARKET SINCE 
MID-1985, THE DISAPPOINTING INARCH OPERATING RESULTS AND 
FURTHER UNUSUAL CHARGES TO MARCH INCOME, BOTH Dlll ON READ AND 
CIL FEEL THAT AN INDISCRIMINATE PURSUIT OF A PARTNER AT 
THIS TIME MAY FURTHER IMPAIR COMMODORE'S MARKETABILITY, 



THEREFORE/ T) III ON READ AND CIL WOULD ADVISE A DISCRETE 
APPROACH BE TAKEN DURING THE NEXT THREE MONTHS WITH FOUR MAIN 
STEPS UNDERTAKEN. 

FIRST/ A VALUATION OF THE COMPANY UNDER ALTERNATIVE OPERATING 
SCENARIOS IS REQUIRED/ INCLUDING VALUATION OF DIFFERENT 
PRODUCT LINES AS WELL AS AN OVERALL EVALUATION OF THE COMPANY, 

SECONDlY/ IDENTIFICATION OF THE MOST LIKELY BUYERS FOR ANY OR 
ALL OF THE ASSETS OF COMMODORE AS WELL AS PARTIES LIKELY TO 
BENEFIT FROM A STRATEGIC ALLIANCE. 

THIRD/ preparation of an offering-type memorandum for 

DISTRIBUTION TO PARTIES WHICH EXPRESS INTEREST. 

FINALLY/ DISTRIBUTION OF MONTHLY STATUS REPORTS TO THE BANKS 
INDICATING ANY PROGRESS TOWARDS THE POTENTIAL SALE OF ASSETS 
OR MERGERS AS WELL AS ANY RELEVANT CAPITAL MARKET DEVELOPMENTS 
WHICH MAY RELATE TO A PUBLIC DEBT OR EQUITY MARKET OFFERING. 



CAPITAL ALTERNATIVES 


CIL has devoted considerable resources to addressing 
its immediate and long-term capital needs and the various 
sources of funds potentially available to satisfy those 
needs. Such evaluation has included extensive consultations 
with investment bankers as to the feasibility of external 
financing, and retention of advisors in pursuing potential 
joint ventures, sales of assets, or business combinations. 
Significant input is provided on a continuing basis 
regarding the capital markets and merger/joint venture 
possibilities from investment bankers and other professional 
advisors. Outlined below is a review of efforts in late 
1985 and the Company's current assessment of its ability to 
secure external debt and equity financing. Thereafter, a 
discussion follows describing past actions taken to identify 
potential assset sale opportunities, joint venture or merger 
partners as well as current efforts designed to continuously 
monitor future market opportunities. 

DEBT AND EQUITY FINANCING 

Since the fourth quarter of calendar year 1985, CIL has 
received advice on an ongoing basis from both Dillon, Read & 
Co. Inc. and Drexel Burnham Lambert regarding the 
possibility of accessing the U.S. and European public 
markets for debt and equity. With regard to debt financing, 
it was determined that a public issue would be feasible 
during the second quarter of 1986 if the Company achieved 
the results it forecasted in its financial plan delivered to 
the Bank Group in early February 1986. Attainment of the 
forecast would have enabled CIL to demonstrate the beginning 
of a turnaround situation and evidence of market acceptance 
of the Amiga. 

In light of the substantial net loss in the March 
quarter, however, the opinion of Dillon Read is that the 
large variance from the projected results and the 
disappointing Amiga sales have delayed the establishment of 
the credibility of a potential turnaround. As a result, CIL 
is not expected to be able to access the public debt markets 
until profitability has been restored for one or two 
consecutive quarters and the full impact of the expense 
reductions and other manufacturing cost savings are 
reflected in the quarterly results. In addition to a 
demonstrated ability to control costs and meet the revised 
forecast, the Company must have a credible product strategy 
substantiated by the trend in sales of its existing product 
lines. Such a product strategy is necessary to provide 
potential investors with adequate comfort regarding the 
long-term viability of the Company. 
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Under these circumstances and the continuation of 
present market conditions, Dillon Read has advised that the 
Company should be able to raise $50-100 million in "high 
yield" debt securities. Such debt would yield approximately 
13 1/2% - 14 1/2% in current market conditions with a 
maturity between 10-20 years. Whether such an issue would 
require an equity feature would depend on the terms of 
comparable offerings at the time of issuance. In the present 
market, an equity feature would likely be a component of the 
offering. For example, assuming the company has met the 
above criteria, Drexel Burnham has advised that it would be 
possible to undertake a ten-year senior convertible debt 
issue in Europe for up to $75 million dollars. 

With regard to a common or preferred equity offering, 
in the opinion of Dillon Read, evidence of a turnaround 
would need to be demonstrated for two consecutive quarters 
at the least. As a prerequisite to issuing equity capital, 
it would also be necessary to improve the institutional 
interest in the stock. One recommended course of action is 
to undertake analyst meetings in the near future whereby 
representatives from major research institutions would be 
invited to presentations by senior management which would 
include a review of the current financial status and 
near-term plan, explanation of newly instituted cost 
containment measures, and product strategy and 
demonstrations. With a turnaround demonstrably under way 
and a series of analyst presentations completed, CIL might 
be prepared to tap the equity market late in the calendar 
year . An equity issue would be limited to 10-15% of the 
outstanding equity or about 3-5 million shares. At an 
assumed price of $7-12 per share, such issue would provide 
$20-60 million of new capital. 

MERGER/JOINT VENTURE POTENTIAL 


In addition to the public debt and equity markets, CIL 
has considered the sale of assets as well as joint ventures 
and mergers as a way to address the Company's capital needs. 
In mid-1985 Salomon Brothers Inc was retained to render 
financial advisory and investment banking services to the 
Company in connection with the Company's seeking one or more 
corporations or other business entitites to participate with 
the Company in a merger, joint venture, or other similar 
transaction. In early 1986, Salomon Brothers’s retention was 
terminated at CIL's option and Dillon Read's retention was 
expanded to include advisory services regarding merger, asset 
sales, and joint ventures. During the term of Salomon 
Brother's engagement, almost none of the contacted parties 
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expressed any preliminary interest in a potential transaction 
and ultimately none of these parties were interested in 
pursuing serious discussions with CIL. More recently, 
conversations have been held with a select few parties with 
some indication of a possible interest after the Company has 
regained profitability. 

Pursuant to the request of the Bank Group to explore 
the possibility of asset divestiture and business 
combinations as a means of improving the financial condition 
of the company, CIL has consulted with its financial 
advisor, Dillon Read. In this regard, Dillon Read 
and CIL believes that as a result of the recent operating 
losses as well as the restructuring program recently 
initiated, it is premature to attempt to initiate a 
merger-related transaction without demonstration of a 
turnaround. Additionally, given the lack of results from 
Salomon Brothers's efforts less than six months ago, Dillon 
Read and CIL are concerned that indiscriminate pursuit of a 
transaction at this* time may further impair the marketability 
of the company. As a result, Dillon Read believes it 
advisable to take a discret approach during the next three 
months. During such time profitability is expected to be 
restored thereby improving the saleability of the company in 
part or whole and enhancing the attractiveness of the company 
as a partner in a strategic alliance. In the interest of full 
cooperation with the Bank Group, CIL shall promptly undertake 
a further exploration of the possibility of a sale of all or 
part of the assets of CIL, as well as possible business 
combinations or joint ventures. Specifically, in 
consultation with Dillon Read, CIL shall: 

perform a valuation of the company under alternative 
operating scenarios. Such procedure shall include 
valuing the different product lines and markets on a 
stand alone basis in addition to an overall evaluation 
of the company. 

identify the most likely potential buyers for any or 
all of the assets of CIL as well as those parties most 
likely to benefit from a joint venture or strategic 
alliance with CIL. 

prepare an offering memorandum for distribution to 
parties who express a serious interest in exploring a 
possible transaction. Such memorandum shall include a 
discussion of the Company and its business, operations, 
products, properties, financial condition, and 
prospects. 
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evaluate offers and take such actions as appropriate in 
the best interest of the company. 

CIL will provide to the Bank Group monthly status 
reports indicating any relevant capital market developments 
and CIL's ability to access the public debt and equity 
markets as well as progress or results from the company's 
efforts regarding the potential sale of assets, joint 
ventures, and mergers. Additionally, CIL will provide 
supplementary information as reasonably requested by the 
Bank Group from time to time. 
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COST CONTROL 


The third major area of concern addressed today is 

COST CONTROt . OBVIOUSLY, COMMODORE'S FIRST PRIORITY 
WAS GIVEN TO THE DEFINITION AND ESTABlISHMENT OF 

reduced June quarter expense targets, To this end, 

I HAVE MET WITH All GENERAL MANAGERS IN THE PAST THREE 
WEEKS TO DEFINE THE BASIS BY WHICH THE COMPANY'S COST 
STRUCTURE COULD BE SIGNIFICANTLY REDUCED, THROUGH THIS 
PROCESS, HEADCOUNT REDUCTIONS WERE IDENTIFIED AND OTHER 
EXPENSES, WHEREVER POSSIBLE, WERE FROZEN AT A LEVEL 
WHICH WOULD NOT SIGNIFICANTLY ERODE THE REVENUE BASE. 

The net result from the cost reduction actions was then 

INCORPORATED INTO STRICT BUDGETS PROVIDED TO EACH 
GENERAL MANAGER, SAMPLES OF WHICH ARE INCLUDED IN THIS 
BOOK FOR YOUR REVIEW. PERFORMANCE AGAINST THESE REVENUE 
TARGETS AND EXPENSE MANDATES WILL BE MONITORED WEEKLY AS 
STATUS REPORTS ARE PROVIDED BY EACH GENERAL MANAGER, 

September targets have already been largely 

ESTABlISHED FOR EACH OPERATION WITH CONFIRMATION ON 
MANDATED L EVElS TO BE RECEIVED BY EACH GENERAL MANAGER 

in earl y June, 

Action has also been taken to eliminate further 

EROSION IN PROFITABILITY FROM EXCHANGE LOSSES ON 
EXPOSED PURCHASE PAYABLES, COMMODORE HAS THIS WEEK 
HEDGED $14 MILLION IN PAYABLES, USING ONE HALF OF A $25 
MILLION LINE REQUESTED AND MADE AVAILABLE BY 

Manufacturers Hanover, 



Going forward. Commodore is requiring ah general 

MANAGERS TO SUBMIT, MONTHLY, A TWO-QUARTER ROILING 
FINANCIAL FORECAST. THIS PROCESS WAS, IN PART, 
COMPLETED DURING THE PAST THREE WEEKS, WITH INCOME 
STATEMENT, BALANCE SHEETS AND CASH FLOWS INCLUDED, 

Each set of financial statements will be 

ACCOMPANIED BY AN OPERATING LETTER, DESCRIBING ANY 
VARIANCES FROM BUDGETED LEVELS, THESE DOCUMENTS WILL 
BE REVIEWED MONTHLY BY A CORPORATE COMMITTEE, INCLUDING 
MYSELF, THE NEW CHIEF FINANCIAL OFFICER UPON HIRE AND 

Tom Matson, Company Comptroller, It is anticipated 

THAT THIS REVIEW WILL ENABLE COMMODORE TO TAKE 
NECESSARY ACTION QUICKLY WHEN ITEMS APPEAR OFF-TARGET 
AND, IMPORTANTLY, WIL L PROVIDE THE ABILITY TO ENSURE 
THAT SALES AND MANUFACTURING OBJECTIVES ARE 
CONTINUOUSLY MOVING IN TANDEM, 

In addition, steps will be taken immediately to 

IMPLEMENT, IN CONJUNCTION WITH THE FINANCIAL REPORTING 
PACKAGE, A MONTHLY WORKING CAPITAL REPORTING SYSTEM AND 

review, Initially, Commodore's required payment terms 

TO CUSTOMERS WILL BE REVIEWED WITH OPERATING MANAGEMENT 
WORLDWIDE TO CONFIRM OR REDEFINE PROPER LEVELS, 

Thereafter, action will be taken to establish specific 

SALES COMPANY ACCOUNTABILITY FOR RECEIVABLES AND 
COLLECTIONS, THIS STEP IS IMPORTANT NOT ONLY ON A 
PROSPECTIVE BASIS BUT WOULD ALSO APPLY TO DEFINED 
ACTIONS NECESSARY TO COLLECT AGED PECEIVALBES IN THE 

Commodore portfolio, 



Secondly, the Company also intends to implement an 

INVENTORY REPORTING SYSTEM TO BETTER TRACK THE INTERNAL 
FLOW OF PRODUCT AS WELL AS THE STOCK L EVEL S HELD IN THE 
FIELD BY MAJOR CUSTOMERS. THIS ACTION WILL BE 
EXTREMELY IMPORTANT TO VERIFYING ACHIEVEMENT OF SALES 
OBJECTIVES AND IDENTIFYING TRENDS ON A TIMELY 
BASIS. It WILL ALSO BE CRITICAL TO MANAGING THE 
MANUFACTURING OPERATIONS WITH MAXIMUM EFFICIENCY AT THE 
LOWEST POSSIBLE COST. 

Finally, Commodore has begun a thorough review of 

MAJOR SUPPlIER TERMS AND THE AGING OF THE EXISTING 
PAYABLES, IT IS CLEARLY UNDERSTOOD THAT THIS 
INFORMATION IS IMPORTANT TO THE BANKS AND EVERY EFFORT 
IS BEING MADE TO SUPPLY THE DETAIL IN MEANINGFUL FORM, 
AS SOON AS POSSIBLE, 

With this information, efforts will be directed at 

SEEKING BOTH LOWER PRICES ON SOURCED PRODUCT AS WELL AS 
EXTENDING PAYMENT TERMS TO THE EXTENT POSSIBLE. 
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HEADCOUNT REDUCTIONS 


Significant reductions to employment levels have been 

IMPLEMENTED WORLDWIDE BY COMMODORE, THESE ACTIONS HAVE 
SERVED TO RATIONAL IZE THE ENTIRE OPERATION ON A BASIS WHICH 
IS CONSISTENT WITH THE CURRENT SALES VOLUME AND PROFITABILITY 
TARGETS, 

IN THE II .$./ THE OVERALL EMPLOYMENT LEVEL HAS BEEN 

REDUCED FROM 989 IN DECEMBER TO 59?/ A 95 1 REDUCTION, 

SPECIFICALLY/ THE MANUFACTURING LABOR FORCE HAS DECREASED 92% 

TO 996 DUE TO THE CLOSURE OF THE COSTA MESA, CALIFORNIA 

FACILITY AND LOWER PRODUCTION REQUIREMENTS/ WITH AN 

•* 

APPROXIMATELY EQUAL RATE DECL INE FOR DIRECT AND INDIRECT 
WORKERS, 

Selling and Distribution headcount has been cut 917 to 

132 EMPLOYEES, APPROXIMATELY ONE-HALF OF THIS DECREASE IS IN 
THE WAREHOUSE/SHIPPING AREA, AND IS NECESSARY GIVEN OUR 
CURRENT VOLUME OF SALES, THE REMAINDER OF THE DECREASE IS IN 

Sales and Marketing support areas, where we have achieved 

EFFICIENCIES THROUGH CONSOL IDATION OF FUNCTIONS WITHOUT 
SACRIFICING PRODUCTIVITY, 

In THE ADMINISTRATIVE AREA/ A REDUCTION OF 27% TO 109 
EMPLOYEES HAS BEEN ACHIEVED THROUGH CONSOL IDATION 
EFFICIENCIES IN THE ACCOUNTING AND BUILDING SERVICES AREA, 

The MAJORITY OF THE POSITIONS ElIMINATED WERE PROCESSING 
FUNCTIONS, WHILE THE CRITICAL AREA OF ACCOUNTING CONTROL 


SYSTEMS HAS BEEN MAINTAINED TO PROVIDE THE TIMELY REPORTING 




The total research and development headcount has been 

REDUCED BY 58% TO 86 EMPLOYEES, THIS REDUCTION HAS BEEN 
ACHIEVED DUE TO THE COMBINED EFFECT OF THE SUCCESSFUL 
COMPLETION OF SEVERAL PROJECTS WITHIN THE JUNE QUARTER AND 
IMPROVED PROJECT MANAGEMENT, (iOING FORWARD, R&P RESOURCES 
WILL BE ALLOCATED TO A MANAGEABLE NUMBER OF PROJECTS WITH THE 
HIGHEST PROBABILITY OF RETURN AND MONITORED CLOSELY FOR 
PERFORMANCE VERSUS PLAN. 

Overseas, the significant 27% reduction from 3216 

EMPLOYEES AS OF ^ECEMBER TO 9332 AT JUNE ^0 DEMONSTRATES 

Commodore's ongoing* commitment to achieving worldwide 

EFFICIENCIES IN MANUFACTURING AND DISTRIBUTION, THE CLOSING 

of the Corby, II,K, and Kentron, Japan production facilities 

ACCOUNT FOR OVER ONE~HAlF OF THE TOTAL OVERSEAS REDUCTION. 
FUTHEPMORE, THE 11,K. SALES AND DISTRIBUTION FACILITY HAS 
BEEN DOWNSIZED BY 134 EMPLOYEES SINCE DECEMBER IN RESPONSE 
TO MARKET CONDITIONS, ADDITIONAL SAVINGS HAVE BEEN REALIZED 
THROUGH THE CONSOLIDATION AND RATIONALIZATION OF SELLING, 
DISTRIBUTION, AND ADMINISTRATIVE ACTIVITIES IN THE REST OF 
THE WORlD, 

The net effect of these significant reductions in our 

WORLDWIDE LABOR FORCE IN CONJUNCTION WITH AN ONGOING COST 
CONTROL EFFORT IS TRULY "lEAN" COMMODORE, A COMPANY WHICH IS 
WELL POSTURED TO REAP THE PROFITS OF ITS POSITION AS THE 


LEADER IN THE HOME COMPUTER MARKETPLACE , 



>- 

I- 


CX 

< 

LL 







CL 










O 




>- 






t- 




3 






<x 




CL 






3 










o 




- 






2 




CO 






O 




> 






ex 







*—1 


2 

M 


2 

1— 

UJ 

CD 


2 


O 

s: 


O 

CO 




3 


Hi 

LU 


M 

o 

< 

1—4 


co 


1- 

co 



CX 

SL 

CO 


1- 


CX 



CX 



-a: 


1—* 


2 

1- 


2 

a 

1 



s: 


3 

< 


3 

2 


CX 




LL 



LL 

< 

CD 

or 


o 



2 




2 

=0 


*- 


CD 

o 


CD 

>- 

i—i 

CL 




2 

M 


2 

CX 

CL 

->S. 


co 


i—i 

t- 


►—« 

2 

3 

ex 


(J 


CO 

< 


cc 

LU 

1- 

~■ 


1—( 


< 

Nl 


< 


(X 

►—1 


2 


X 

■ CO 


X 

CX 

< 

CL 


O 


ex 

_4 CO 


CX 

—4 

LL 



CL 


CL 

1—1 UJ 


CL 

LL 

3 

1- 


1- 


3 

1- 2 


3 

LL 

2 

ex 




Ql 

_ ■—< 


Cl 

LU 

< 

<L 


LU 



CO 




SI 

LL 




_ 1 

>- 3 


Ll 

>- 


- 




~0 

Hex 


O 

_, 

< 



2 

2 

ex 

H-« 



03 

CD 

<1 


w 

3T 


CX LU 


X 

2 

H-« 

se: 



O 

LL 

<C C=| 


LU 

LU 

2 



1- 

Q 

o 

CL i—i 


t—i 

CO 

<1 



co 

1- 


< CO 

CO 

> 

CO 



CO 

LU 

3 

2 

ex l— 

2 

LU 

«l 

LU 


2 

CL 

X 

O 

3 

o 

CL 


> 


O 

LU 

CO 

— 

QO 

1—1 


LL 

M 


►— i 

L- 


1- 

LU 

H 

LU 

o 

h- 


1- 

2 

2 

CJ 

CO X 

CJ 



< 


CX 

1—4 

O 

< 

< CD 

<c 

LU 

X 

2 


<C 


CL 

CL 

UJ 3 


. 

LU 

CL 



O 

1- 

(— 

CL O 

o 

0- 

M 

LU 


1- 

. 

2 

2 

CX CL 

Zl 

2 

> 

1- 


2 

O 

LU 

O 

2 X 

*ri 

O 

LU 



LU 

CO 

V/ 

ex 

■— ‘1 — 

o 

ex 

CL 

«=L 


CX 





2| 





LU 





LU 





CL 

1 

1 

1 

1 

Cl| 

i 

1 

1 



commodore 

international limited 


c* 


Executive Offices 
1200 Wilson Drive 
West Chester, PA 19380 
(215) 431-9100 


MEMORANDUM 


TO: 

Nigel Shephard 

cc: Alan Gauthier 
Cathy Hnatin 

FROM: 

Tom Rattigan 

Tom Matson 

DATE: 

May 13, 1986 


RE: 

COST CONTROL 



We have worked together in the past three weeks to 
budget the level of operating expenses necessary to achieve 
U.S. and Canadian sales objectives in the June quarter and 
beyond. This lettejr serves to confirm the expense levels 
that were agreed to for June and to reaffirm my directive 
that all cost levels, defined by category, can not be 
exceeded. The chart below summarizes the detail: 



JUNE QUARTER 



U.S. 

CANADA 


-000’S- 


Revenue Objective 

62,005 

8,697 

Advertising & Merchandising 

8,600 

880 

Selling & Distribution 

4,400 

850 

General & Administration 

2,500 

350 


As we discussed, performance against this revenue target 
and expense mandate will be reviewed with you in early June, 
with brief status reports required weekly thereafter. You 
should also expect in early June to receive expense targets 
for the September quarter, as we have discussed. 

I fully realize the difficulty and significance of the 
actions already undertaken to reduce headcount and pare down 
expenses to the lowest possible level. Your contribution now 
in ensuring that these expense levels are not violated while 
maintaining revenue objectives is critical to the continued 
viability of the Company. 


TR/lmf:NS 




commodore 

international limited 



Executive Offices 
1200 Wilson Drive 
West Chester, PA 19380 
(215) 431-9100 


MEMORANDUM 


TO: Harold Speyer cc: Tom Matson 

Peter Zimmerman 

FROM: Tom Rattigan 

DATE: May 13, 1986 

RE: COST CONTROL 

We have worked together in the past three weeks to 
budget the level'of operating expenses necessary to achieve 
European sales objectives in the June quarter and beyond. 

This letter serves to confirm the expense levels that were 
agreed to for June and to reaffirm my directive that all cost 
levels, defined by category, can not be exceeded . The chart 
below summarizes the detail: 


JUNE QUARTER 
Europe 

-$MM- 


Revenue Objective 134.0 
Advertising & Merchandising 5.2 
Selling & Distribution 6.6 
General & Administration 3.4 
Research & Development 0.1 
Administration @ Basel 0.2 


As we discussed, performance against this revenue target 
and expense mandate will be reviewed with you in early June, 
with brief status reports required weekly thereafter. You 
should also expect in early June to receive expense targets 
for the September quarter, as we have discussed. 

I fully realize the difficulty and significance of the 
actions already undertaken to reduce headcount and pare down 
expenses to the lowest possible level. Your contribution now 
in ensuring that these expense levels are not violated while 
maintaining revenue objectives is critical to the continued 
viability of the Company. 


TR/lmf:NS1 




commodore 

international limited 



Executive Offices 
1200 Wilson Drive 
West Chester, PA 19380 
(215) 431-9100 



MEMORANDUM 


TO: 

Nick Bessey 

cc: Tom Matson 

FROM: 

Tom Rattigan 


DATE: 

May 13, 1986 


RE: 

COST CONTROL 



We have worked together in the past three weeks to 
budget the level of operating expenses necessary to achieve 
sales objectives in the June quarter and beyond. This letter 
serves to confirm the expense levels that were agreed to for 
June and to reaffirm my directive that all cost levels, 
defined by category, can not be exceeded . The chart below 
summarizes the detail: 

JUNE QUARTER 



AUS/AP 

ALL OTHER 


— 

-$000' s- 

Revenue Objective 

10,500 

10,000 

Advertising & Merchandising 

250 

- 

Selling & Distribution 

600 

200 

General & Administration 

200 

_ 


As we discussed, performance against this revenue target 
and expense mandate will be reviewed with you in early June, 
with brief status reports required weekly thereafter. You 
should also expect in early June to receive expense targets 
for the September quarter, as we have discussed. 

I fully, realize the difficulty and significance of the 
actions already undertaken to reduce headcount and pare down 
expenses to the lowest possible level. Your contribution now 
in ensuring that these expense levels are not violated while 
maintaining revenue objectives is critical to the continued 
viability of the Company. 


TR/lmf:NS2 




commodore 

international limited 



Executive Offices 
1200 Wilson Drive 
West Chester, PA 19380 
(215)431-9100 


MEMORANDUM 


TO: Tom Matson 

FROM: Tom Rattigan 

DATE: May 13, 1986 

RE: COST CONTROL 


We have worked together in the past three weeks to 
budget the level of operating expenses necessary for the June 
quarter and beyond. This letter serves to confirm the expense 
levels that were agreed to for June and to reaffirm my 
directive that all cost levels, defined by category, can not 
be exceeded. The chart below summarizes the detail: 


Corporate G&A 


Basel 
($000' s— 


Salaries & Benefits 

$ 588 

$ 98 

$ 30 

Other Employee Expense 

22 

- 

- 

Depreciation 

55 

15 

- 

Travel and Expense 

120 

3 

4 

Rent and Utilities 

150 

65 

- 

Outside Services 

700 

8 

70 

Officers Liability 

255 

- 

- 

Miscellaneous 

40 

10 

10 

TOTAL 

$1930 

$199 

$114 


As we discussed, performance against this expense mandate 
will be reviewed with you in early June, with brief status 
reports required weekly thereafter. You should also expect in 
early June to receive expense targets for the September 
quarter, as we have discussed. 

I fully realize the difficulty and significance of the 
actions already undertaken to reduce headcount and pare down 
expenses to the lowest possible level. Your contribution now 
in ensuring that these expense levels are not violated is 
critical to the continued viability of the Company. 


TR/lmf:NS4 






commodore 

international limited 


Executive Offices 
1200 Wilson Drive 
West Chester, PA 19380 
(215) 431-9100 


MEMORANDUM 


TO: Bob Bowie 

FROM: Tom Rattigan 

DATE: May 13, 1986 

RE: COST CONTROL 


We have worked together in the past three weeks to 
budget the level of operating expenses necessary to achieve 
worldwide sales objectives in the June quarter and beyond. 
This letter serves -to confirm the expense levels that were 
agreed to for June and to reaffirm my directive that all cost 
levels, defined by category, can not be exceeded . The chart 
below summarizes the detail: 

t. 

_JUNE QUARTER 


West Chester Amiga 

-($000' s)- 


Salaries & Benefits 

$642 

$437 

Supplies 

140 

44 

Equipment Cost 

25 

25 

Equipment Depreciation 

600 

243 

Employee Expenses 

40 

29 

Bldg. Sevs./Utilities 

12 

52 

Misc. Expenses 

- 

120 

Outside Service 

60 

- 

Design Fab Test 

35 

- 

Miscellaneous 

45 

- 

Freight & Postage 

6 

6 

Allocation Bid. Rent 

105 

— 

TOTAL 

$1,710 

$956 


As we discussed, performance against this expense 
mandate will be reviewed with you in early June, with brief 
status reports required weekly thereafter. You should also 
expect in early June to receive expense targets for the 
September quarter, as we have discussed. 


cc: Tom Matson 

Dan Sparks 





Page 2 


I fully realize the difficulty and significance of the 
actions already undertaken to reduce headcount and pare down 
expenses to the lowest possible level, your contribution now 
in ensuring that these expense levels are not violated is 
critical to the continued viability of the Company. 


TR/lmf:NS3 





COLLATERALIZATION OF POOLED BANK DEBT 


THE PARTICIPATING BANKS HAVE REQUESTED THAT THE POOLED BANK 
DEBT BE COLLATERALIZED BY THE INVENTORY AND RECEIVABLES OF THE 
POOLED COMPANIES AND OTHER SUBSIDIARIES SELECTED BY THE 
PARTICIPATING BANKS. ON A GOOD FAITH BASIS, COMMODORE IS PREPARED 
TO CONTINUE DISCUSSIONS WITH THE BANKS TO DETERMINE IF A MUTUALLY 
SATISFACTORY RESOLUTION ON COLLATERALIZATION CAN BE ACHIEVED. 
HOWEVER, CIL BELIEVES 'THAT ANY GRANT OF SUCH SECURITY BEYOND POOLED 
COUNTRY ASSETS COULD HAVE ADVERSE BUSINESS CONSEQUENCES ON CIL AND 
ITS SUBSIDIARIES AND COLLATERALIZATION GENERALLY RAISES CERTAIN TAX 
CONCERNS AND ISSUES OF ENFORCEABILITY UNDER LOCAL LAW. 

A. BUSINESS CONSEQUENCES. 

1. FAR EAST TRADE - CURRENTLY, COMMODORE JAPAN LIMITED HAS 
TRADE TERMS FROM ITS SELLERS OF 72 DAYS. COMMODORE JAPAN HAS 
WORK-IN-PROCESS INVENTORY OF APPROXIMATELY $12,000,000 AND, BECAUSE 
THE BANK DEBT IS UNSECURED, THE TRADE HAS BEEN WILLING TO CONTINUE 
TO EXTEND, IN TOTAL, ACCOUNTS PAYABLE OF APPROXIMATELY $45,000,000. 
IN HONG KONG AND TAIWAN, THE PURCHASING COMPANIES HAVE TRADE TERMS 
OF 60 DAYS. INVENTORY IN HONG KONG AND TAIWAN VALUED AT ABOUT 
$18,000,000 CURRENTLY SUPPORTS TRADE PAYABLES OF APPROXIMATELY 
$32,000,000. IF THE POOLED BANK DEBT (AND THE ADDITIONAL DEBT 
WHICH IS REQUIRED TO BE COLLATERALIZED CONCURRENTLY THEREWITH) IS 
COLLATERALIZED, OUR PURCHASING GROUP HAS ADVISED THAT IT IS MOST 
UNLIKELY THAT THE TRADE WOULD CONTINUE TO EXTEND THIS FAVORABLE 
CREDIT TO THE PURCHASING COMPANIES. INSTEAD, CIL WOULD MOST 
PROBABLY BE REQUIRED TO ESTABLISH LETTERS OF CREDIT FOR A LARGE 




PORTION OF THE TRADE CREDIT OF APPROXIMATELY $75,000,000 FOR THE 
BENEFIT OF THESE SUPPLIERS OR PAY CASH FOR ITS PURCHASES. 

2. EFFECT ON NON-PARTICIPATING BANK DEBT - MOST OF THE 
NON-POOLED COMPANIES HAVE LOCAL BANK DEBT, SOME OF WHICH HAVE 
NEGATIVE PLEDGE COVENANTS. IF THESE SUBSIDIARIES WERE TO GRANT A 
SECURITY INTEREST IN THEIR INVENTORY AND RECEIVABLES TO THE 
PARTICIPATING BANKS (AND THE ADDITIONAL DEBT REQUIRED TO BE 
COLLATERALIZED CONCURRENTLY THEREWITH), THE LOCAL BANK LENDERS WOULD 
CERTAINLY REQUIRE COLLATERAL OR, MORE LIKELY, REPAYMENT AND 

V 

TERMINATION OF EACH OF THOSE LOCAL BANK FACILITIES. FURTHERMORE, 
THESE BANK LENDERS HAVE EACH ALREADY INDICATED THAT THEY WILL WANT 
EQUAL TREATMENT AS THE PARTICIPATING BANKS: IN (i) AMSTERDAM, WHERE 
THERE ARE LINES OF CREDIT OF APPROXIMATELY $4,000,000, {ii) AUSTRIA, 

WHERE THERE ARE LINES OF CREDIT OF APPROXIMATELY $4,200,000, (iii) 

AUSTRALIA, WHERE THERE ARE LINES OF CREDIT OF APPROXIMATELY 
$8,000,000 AND (iv) CANADA, WHERE THERE ARE LINES OF CREDIT OF 
APPROXIMATELY $2,000,000. ADDITIONALLY, FUJI BANK IN JAPAN HAS 
TEMPORARILY SHUT DOWN BORROWING UNDER THEIR $7,000,000 LINE OF 
CREDIT DURING THE PERIOD OF NEGOTIATION BETWEEN CIL AND THE 
PARTICIPATING BANKS AND FUJI HAS INDICATED THAT IF THE PARTICIPATING 
BANKS ARE COLLATERALIZED, FUJI WILL LIKELY CANCEL THAT FACILITY. 

THE GERMAN DM BOND INDENTURE IS CURRENTLY VALUED AT APPROXIMATELY 
$42,000,000, AND THIS WOULD NECESSARILY BE COLLATERALIZED RATABLY 
WITH THE POOLED BANK DEBT. COLLATERALIZING THE BANK GROUP WITH 
INVENTORY AND RECEIVABLES OF VARIOUS NON-POOLED CIL SUBSIDIARIES 
WILL DILUTE THE ASSETS AVAILABLE FOR GENERAL CREDITORS BEYOND THE 
AMOUNT OF THE POOLED BANK DEBT, ALTHOUGH THERE WILL BE NO 


CORRESPONDING BENEFIT TO CIL OR ITS UNSECURED CREDITORS 



B. TAX CONSEQUENCES. 

1. EACH OF THE POOLED COMPANIES ARE EXECUTING GUARANTEES OF 
THE DEBT OWED BY THE OTHER POOLED COMPANIES. WHEN THESE GUARANTEES 
ARE COMBINED WITH THE COLLATERALIZATION OF THOSE OBLIGATIONS, IT IS 
LIKELY THAT THE SEPARATE LOANS TO THE POOLED COMPANIES WILL BE 
TREATED AS ONE LOAN TO THE POOLED COMPANIES. IF THE DEBT IS SO 
CHARACTERIZED, PAYMENTS MADE ON THE DEBT COULD RESULT IN THE 
NECESSITY OF RESERVING WITHHOLDING TAXES ON THE AMOUNTS SO PAID, 
PARTICULARLY, ALTHOUGH NOT LIMITED TO, PAYMENTS BETWEEN THE UNITED 
STATES AND HONG KONG. EACH BORROWER WOULD BE TREATED AS HAVING 
RECEIVED A PROPORTIONATE AMOUNT OF EACH LOAN MADE BY THE BANKS. 
ALTHOUGH THIS PROBLEM MAY ARISE SOLELY FROM THE EXECUTION OF THE 
CROSS-GUARANTEES, THE PLEDGE OF COLLATERAL BEHIND THE GUARANTEES 
SIGNIFICANTLY RAISES THE LIKELIHOOD THAT THE SEPARATE LOAN 
FACILITIES WILL BE RECHARACTERIZED AS ONE JOINT LOAN. 

2. MORE SIGNIFICANTLY, IT IS LIKELY THAT A PLEDGE OF 
COLLATERAL BY ANY U.S. SUBSIDIARY TO SUPPORT AMOUNTS IN EXCESS OF 
ITS OWN BORROWINGS WOULD BE TREATED AS A DIVIDEND PAID BY SUCH 
SUBSIDIARY WHICH WOULD ALSO ENGENDER LIABILITY FOR WITHHOLDING 
TAXES OF UP TO 30%. 

C. ADDITIONAL CONSIDERATIONS. 

1. OUR GERMAN COUNSEL HAS RAISED CERTAIN PROBLEMS WITH 
COMMODORE BUROMASCHINEN GMBH'S ABILITY TO EXECUTE AND/OR PERFORM A 
GUARANTEE OF THE OTHER POOLED COMPANIES AND TO GRANT COLLATERAL AS 
SECURITY THEREFOR, BASED ON LIMITATIONS IN THE GERMAN CORPORATE 
LAWS THAT PROHIBIT THE INCURRENCE OF OBLIGATIONS TO PAY OR THE 
MAKING OF PAYMENTS, INCLUDING CONTINGENT OBLIGATIONS, TO 
SHAREHOLDERS OR PARTIES RELATED TO SHAREHOLDERS, EITHER DIRECTLY 




OR, AS IN THE CASE OF PAYMENTS TO THE PARTICIPATING BANKS ON BEHALF 
OF A COMPANY RELATED TO SHAREHOLDERS, INDIRECTLY IF SUCH PAYMENTS 
WOULD RESULT IN LOWERING SUCH GERMAN COMPANIES NET WORTH TO AN 
AMOUNT WHICH IS LESS THAN ITS STATED CAPITAL. THERE ARE CRIMINAL 
AND CIVIL PENALTIES WHICH COULD BE IMPOSED ON THE MANAGEMENT OF 
COMMODORE GMBH FOR VIOLATIONS OF THOSE LAWS. 

2. GERMAN COUNSEL HAS ALSO INDICATED THAT A BLANKET FILING 
COVERING TYPES OF COLLATERAL MAY'NOT BE EFFECTIVE IN GERMANY, BUT, 
INSTEAD, BELIEVES THAT* PIECEMEAL IDENTIFICATION OF THE COLLATERAL 
WOULD BE REQUIRED. THIS WOULD PRESENT SIGNIFICANT ADMINISTRATIVE 
PROBLEMS IN THE NORMAL DISPOSITION OF ASSETS, EVEN IN THE ORDINARY 


COURSE OF BUSINESS 



REQUESTS FOR INFORMATION 

May 20/ tyrtb 


o Aging of payables by vendor 

o Payables supported by LC, PM by source 
* 

0 MONTHL Y CASH FL OW 

o Flow chart of funds flow from sales company to 

VENDORS 

o Evaluation of returns pol icy - 
Impact on plan financials 

o Field inventory report 

Please find included: 

o December quarter 1986 balance sheet 

o Sensitivities to June quarter plan 



Commodore International Limited 

5/16/81 

Balance Sheet 



Assets 

3/31/86 

6/30/86 

9/30/86 

12/31/86 





Cash 

$23,400 

$11,965 

$21,611 

$30,157 

Accounts receivable 

Inventories 

118,600 

215,100 

133,600 

215,000 

128,600 

222,000 

148,600 

205,000 

Prepaid Expenses 

Income tax refunds 

13,500 

3,000 

13,000 

1,000 

13,000 

1,000 

13,000 

0 

Total Current Assets 

373,600 

374,565 

386,211 

396,757 

Property, plant & equipment 
less: Accumulated depreciation 

155,300 

(59,400) 

157,000 

(64,000) 

159,000 

(70,000) 

160,000 

(76,000) 

Net PP&E 

95,900 

93,000 

89,000 

84,000 

Acquired technology 

Other assets 

25.700 

13.700 

24,000 

12,000 

22,000 

11,000 

20,000 

10,000 

Total Assets 

$508,900 

$503,565 

$508,211 

$510,757 

Liabilities and shareholders equity 


* 



Pooled Bank Debt 

Other Bank Debt 

$100,100 

19,300 

$100,100 

19,300 

$106,100 

23,900 

$96,100 

19,900 

EM Debt 

Current portion of L/T debt 

42,700 

14,900 

42,700 

14,900 

42,700 

14,900 

42,700 

14,900 

Far East payable and accruals 

Other payables and accruals 

Income taxes 

69,100 

73,800 

51,500 

62,565 

75,000 

53,300 

62,611 

65,000 

54,500 

61,957 

58,000 

55,000 

Total Current Liabilities 

371,400 

367,865 

369,711 

348,557 

Long-term Bank debt 

Mortgages and leases 

4,600 

24,500 

4,600 

22,500 

0 

20,500 

0 

18,500 

Deferred taxes 

Other long-term liabilities 

6,300 

0 

6,300 

0 

6,000 

0 

6,000 

0 

Stockholders' equity 

102,100 

102,300 

112,000 

137,700 

Total Liabilities and 
Stockholders' Equity 

$508,900 

= = = =S2 = 2 

$503,565 

$508,211 

$510,757 
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